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Terminology Department
Conducted

by the
the

Special Committee on Accounting Terminology
American Institute of Accountants

of

In the December issue of The Journal of Accountancy the com
mittee on terminology presented two letters written with reference to
the article appearing in the September issue of the magazine. Again it is
hoped that accountants generally will take the opportunity to offer sug
gestions or to make criticisms, for the committee believes that in this
way sound and acceptable definitions may best be obtained for many of
the more commonly used words in accountancy.
In this issue of The Journal of Accountancy the committee pre
sents two additional letters, both with reference to the article appear
ing in the October issue of the magazine. The letters follow:
Letter No. 1
“I am interested in your suggestion regarding what I call an al
lowance in your report on nomenclature. But I cannot help calling your
attention to your own statement about reserves. You say, “A reserve
account indicates a segregation of and withholding for a specific pur
pose of past or current profits, revenue or income from any source.”
Then your very first illustration is of a loss of physical property and
your second is of a loss of choses in action. This is bad accounting in
my mind, for there is no profit, revenue, or income, until all costs are
met, and so your reserve, under your own definition, cannot be taken
out of profit, for profit does not exist until after the reserve has been
taken out. You can reserve profits from distribution, and that it why
I use the term just as you yourself define it—kept back from distribution
to stockholders; but you cannot keep back what does not exist, and
gross revenue or income that has gone to offset losses does not exist as
income or revenue, but has been cancelled or wiped out, and so can’t
be kept back. Your committee has committed a logical absurdity, merely
to defend a poor use of the English language to which accountants have
unfortunately committed themselves.”

Letter No. 2
“I have examined with great interest your report on the terminology
work.
“I wish to make as vigorous an argument as possible, if not specific
ally in favor of the phrase allowance for depreciation or allowance for
bad debts, at least for some terminology which will distinguish the esti
mated amount of depreciation, or the estimated amount of uncollectible
debts, from the word reserve, and urge as strongly as possible that the
accounting fraternity should use every effort to do away with the dual
and confusing use of the word reserve.
“Under the head reserve you make the statement that, ‘A reserve
account indicates a segregation of and withholding for a specific pur
pose of past or current profits, revenue or income. . . .’ I do not see how
reserve for depreciation comes under that description. Even if it does,
is not its nature so different from an actual reserve of profits that the
confusion should be avoided? I am sure there would be no dispute
between us that the credit to reserve for depreciation is not a segrega
tion or withholding of any kind of profits. I do not believe that we
should even look upon it as a withholding of income unless you would
say that the recognition in the accounts that a part of the raw material
has been consumed in the process of manufacturing, or that part of the
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money on hand at the beginning of the year has been paid out for
interest and wages, is the segregation or withholding of revenue or
income. If a concern starts out with a stock of raw cotton and con
sumes $10,000 worth of it, the raw material account would be credited,
and income, in some of its phases, would, of course, be debited. In
come would of course be less than if a smaller amount of cotton or no
cotton at all had been consumed; but I do not believe that you would say
that there was any withholding of income, but rather a mere recognition of
the amount of net income actually gained. If, for any reason, instead
of crediting the raw material account, some other account entitled de
pletion of raw material were credited, I do not believe that that piece of
bookkeeping technique would be held to alter the question of profits or
income, or that it made it any more possible to withhold income than
with the other form of bookkeeping.
“Let us take an extreme case. The owner of a steamship might
perhaps find his vessel lying idle for an entire year, and consequently
there is no income, profits, or revenue. If his accounts are correctly
kept, there would necessarily be a credit to reserve for depreciation, or
some similar account. It would seem to me a strange misuse of language
to speak of it as being any withholding of income when there had abso
lutely been no income to withhold.
“I am not particularly concerned with the use of the word allowance
in the phrase allowance for depreciation, if you can find some other
word. It is, however, as you state in your report, being sometimes used
in that sense, and I believe the use is growing. But whether you ap
prove of that use or not, can you not find some phrase which will avoid
the ambiguity involved in the use of the word reserve?”

Additional discussion of the original article appearing in the Octo
ber issue or of the letters appearing in this issue is invited. Communi
cations should be addressed to any one of the undersigned.

Walter Mucklow, chairman,
420 Hill Building, Jacksonville, Florida
Edward H. Moeran,
120 Broadway, New York
J. Hugh Jackson,
56 Pine Street, New York
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